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S UMMARY

This communication follows on from the annual- report on the
textile and clothing industry presented by the Commission in
April 1991. In accordance with the principles set out in
the commission communication on industrial policy, it
attempts to give a better definition of the challenges the
industry is facing and to outline action which the Community
could take to help with the structural adjustment of textile
and clothing firms.

Structural adjustment of the industry will depend primarily
on proper integration of the various links in the textile
and clothing chain throughout the Community, emphasizing the
strong points (speciatization) and making production more
complementary.

This =~ will require a large-scale information and
communication campaign, improvements in quality and
widespread technological innovation.

If this restructuring is to be successful, a special effort
will have to be made to encourage unprofitable companies to
reconvert. They will require support in the form of

compliementary national and Community measures to create new
jobs in other industries and to retrain workers employed in
firms in those sectors of the industry being restructured.

Internationaliy, there is a move towards greater
deregulation and the formation of a large market. This will
bring opportunities but also constraints.

In order to support structural adjustment and to provide

opportunities for its industry, the Community, in
multilateral GATT negotiations, will continue with its
attempts to open up the markets which provide Iimportant
export potential for the Community industry. Another
feature of commercial policy for the next century is to set
up effective machinery to deal with !{the unfair and illegal

practices which are typical of ¢the textile and clothing
industry.



INTRODUCT 1ON

tn November 1990 the Commission proposed to the Council and
to the European Parliament a Community approach to
industrial policy in the present competitive environment.]

This communication applies the same approach to the textile
and clothing industry, which is currently facing some major
challenges and is forced to come to terms with structural
change, which in some cases will be radical.

The aims of this communication are:

- to give a brief description of the structure of the
industry and the problems It is facing;

- to propose a coherent set of measures which the
Ccommunity and the Member States could adopt to improve
the competitiveness of firms, particularly in the long
term.

A structured Community-wide approach to the textile and
clothing industry makes even more sense at a time when many
Member States have recently started thinking about or

preparing national action plans to cope with all the current
probiems and developments expected in the future. It is
also important to ensure that the measures which will have

to be taken by industry and, at various levels, by the
public authorities are mutually compatible, and to avoid a
situation where failure to establish clear guidelines
produces results which will cause problems at Community
fevel .

To this end, and in order to demonstrate its concern for the
socio-economic problems which arise from changes to the
industry, the Commission, at the General Affairs Council on
30 September, undertook to present structural measures to
modernize and improve the competitiveness of the industry in
Portugal and the other regions of the Community affected by

the changes. '

In generai terms, most of the factual information referred
to in this communication is in the annual report on the
textile and clothing industry.2 This document must be read
in conjunction with that report.

1 Communication of the Commission to the Counci! and to
the European Parliament on industrial policy in an open
and competitive environment - COM(90)556 final of 16

November 1990.
2 SEC(91)405 final of 5 April 1991.



A. THE EUROPEAN TEXTILE AND CLOTHING INDUSTRY

The Commission’s latest annual report on the European
textile and clothing industry paid particular attention to
recent structural changes in the industry wup to the

beginning of 1991.

The purpose of this chapter therefore is to give a brief
update and to describe the main features of the sector from
an industrial point of view.

i. Recent developments

The current economic position of the European texti/le and
clothing Industry Is not very promising, and recently has
suffered from structural! deterioration.

The slowdown in activity which affected the whole industry
in the second half of 1990 has worsened in recent months.

Apart from sluggish final consumption and Iloss of their
share of the Community market because of a recent increase
in imports, European firms are increasingly obliged to sell
their products at unprofitable prices in order to maintain
levels of production. This has prompted many of them to
rethink their strategies, and in some cases even to close

down preoduction units or file for bankruptcy. Even in those
areas where the industry has been extensively restructured
and modernized, it is not certain that firms will be able to
improve their competitiveness in view _of the serious

implications of the present situation.

2. The importance of the industry

The text/le and clothing industry s of considerable
economic and social importance In many areas of the
Community and stil! has a highly complex and’ integrated
structure. The varifous text/ile areas have their own
distinctive features.

There is a vast market for textile and clothing products in
the Community. In 1989 householdsy devoted 6% of their
expenditure - some ECU 300 000 miliion ~ to the purchase of
clothing and finished textile products for household use.
In addition to household expenditure, industry and services
purchased some 25% of all the fibres produced by the
industry in Europe.

The textile and clothing industry is also important in terms
of production. More than 3 million people work in the
Industry itself and its production accounts for 9% of value
added by manufacturing industry. tt is still absolutely
vital in some of the less developed regions of the
Community, particularily in those countries which joined the
Community more recentliy.



It is a2 very diverse and very dynamic industry consisting
targely of small firms, each with their own special
features. Its organization is extremely complex, both
because of the large number of different production stages
and the variety of links which can exist between them.

Moreover, within the Community, there are marked structural
differences between the nature and size of firms, their
market niches, their commercial strategies (outward
processing, shifting production abroad, etc.) or the volume
of investment per employee.

These differences have not prevented increasing integration,
which has resulted in rapid development of Community trade
from the initial stages of production and an increasing
number of takeovers and mergers in recent years.

3. Business strategies

In order to meet the challenge to Improve its
competitiveness, the Industry Is in a state of flux
throughout Europe.

Europe‘’s textile and clothing firms are increasing thelr
efforts to cut costs and improve productivity. They are
attempting to respond to changes in demand more swiftly and
are constantly upgrading the fashion and style content of
their products. They are striving to maintain a presence on
world markets by adopting complementary production and
logistics strategies (decentralization, subcontracting,
shifting production abroad, etc.). These efforts at
modernization and restructuring are taking pltace alil the
time and have led to extensive reductions in the workforce,
a trend which will continue.

-



B. OQUTLOQOK FOR THE FUTURE: CHALLENGES AHEAD

As with any sector of the economy, there are a number of
different factors which affect development of the textile
and c¢lothing industry and the way it adjusts to other
aspects of its environment.

1. The gradual opening up of markets

Although on its market the average increase in demand is
below the general average, growth on the textile and
clothing market has been significant, and considerably
higher than growth on the world goods market in general.3

This trend is likely to continue, and Community products
will face more competition on the European market.
Moreover, the opening up of new markets outside the

Community should encourage the Community industry to do more
to exploit those markets where the nature of its production
is an asset.

For its part, the Community has worked hard to expedite
moves to open up its market to textiles from Hungary, Poland
and Czechoslovakia. This should not affect the process of
adjusting industrial competitiveness to market conditions,
particularly in those areas of the Community most dependent
on the textile industry. A preliminary attempt to assess the
impact on Portugal of this new openness is given in Annex.

2. The internal market: an_important factor

The internal market will play an important role in improving
industrial competitiveness. In future, diversity and
competition on the internal market in Europe will encourage
the sale of fashion designer goods typical of the textile
and clothing industry. To offset this advantage, the
disappearance of regional quotas is likely to increase the

pressure of competition from countries outside the
Community.

With the establishment of the single market in textiles iIn
1993, any application of the safeguard clause will have to
be Community-wide.Work is still under way to devise
solutions for situations of excessive concentration at
regional level.

3 Between 1980 and 1989, the figures were 101% for the
former compared with only 53% for the latter.



3. Encouraging more integration with the Mediterranean
countries and the countries of Eastern Europe

Intensification of industrial links and economic¢c relations
along the north-south and east-west axes constitutes both an
opportunity and a challenge. European firms are interested
in these countries, to varying degrees, in terms both of

markets and of subcontracting and relocating some of their
production.

Al though their political, administrative and economic
situations differ considerably, all these countries will
certainly provide opportunities - although again to very
different degrees - for the development of industrial
cooperation, which will improve the overall competitiveness

of these firms on the European and world markets, while
allowing the industry to retain its advantages in terms of
industrial tradition, entrepreneurial initiative and
commercial experience.

The natl/onal and Community public authorities must provide
firms with a stable framework In which to develop this
cooperation.

-



Cc. PRINCIPLES, OBJECTIVES AND POSSIBLE LINES OF COMMUNITY
ACTION

Because the textile and cilothing industry plays very

different economic roles in the various Member States, its

social importance varies. It is essential that these

different situations should be properly reflected in a jJoint
Community framework when the industry is being reorganized

on a Community scale.

The best balance between structural change and adjustment in
terms of employment in the industry, and the type and scale
of the associated measures, will also depend on the specific
local circumstances and on the priority given by national
and regionatl public authorities to structural! change in the

industry.

Any changes should also comply with the Community’s approach
to industrial policy. This approach is based in particular
on the need to:

(1) maintalin a favourable business climate (n the fornm
of an efficient market economy where it [s primarily
up to economic operators to take Initiative or
responsibility In respect of structural change;

(f1) ensure proper appiifcation of Internal competition
rufes;

(ifi) encourage a positive approach to change [(n order to
avoid firms resorting to defensive protectionist
measures;

(iv) maintain an open approach to markets and respect for
rights and obligations when applying competi/tion and
commercfal rules at International level.

The following paragraphs will outline proposals complying
with these principles for the various areas of Community

action.

1. Commercial policy

The textile industry has always been extremely international
and in the tast few decades has plgyed a major role in
developing international trade. Consequently, optimum
distribution of resources and guaranteeing conditions of
fair competition are problems which are not confined only to
national or Community markets but have to be tackled on a
world scale.

in order to create an optimum business climate which will
allow economic operators to modernize so as to adjust to new
markets and new technologies, certain aspects of commercial
policy will have to become major features of the textile

industry.



onty If there is a climate of competition at worlid level
will policies to shift atl or some of production abroad or
to establish international networks finally achlieve their
cbjectives.

1.1 Helpling _to _open _up __the markets _of non-Community
countries _ (reducing _tariff __peaks_ _and __non-tarlff
barrliers)

Many countries stil! protect their textile and ciothing
market by setting extremely high unbound tariffs and by
erecting non-tariff barriers (like quantity restrictions,

administrative formalities and Import deposits). In many
cases, such excessively protective measures are not
justified by the level of development of the local Industry.

In the Uruguay Round, the Community therefore made its offer
of gradual integration of the textile Industry i{into GATT
contingent upon alil the contracting partlies gradualily
opening up their domestic markets. )

The Community will take every opportunity [In ongoing and
future multilateral and billateral negotiations to reaffirm
this {(inkage and will strive to obtain effective reduction

of tarfff barriers (elimination of peaks, substantial
reductlon and harmonlzation of tariffs) and non-tarlff
barriers which limit the scope for exporting Community

textile and clothing products.

1.2 Export promotion

Stagnation of internal demand and Increasing competition

from imports make it deslirable to step up exports,
partliculariy to those countries with large and raplidly
growing markets. It is Important to malintain and indeed to

Increase the support gliven in 1991 to attempts by those In
the Industry to find out about and survey markets outside

the Community In general, to identify specific and permanent
obstacles to trade, where the Commission has means of
pinpointing them, with a view to their removal, and finally

to organize trade fairs and exhibitions.

14
The support given by the European Parliament In granting
resources for the promotion of exports by the textlle and
clothing industry has reinforced the approach taken by the
Commission.

To the same end, the Commisslon and the Member States should
also attempt to find ways of Improving and integrating
existing information systems and support measures already in
progress, with particular attention being gliven to the needs
of small firms.



1.3 Making firms_interpational

For some years now an Iincreasing number of European firms
have been following strategies designed to make thelr

production International SO as to improve thelr
competitiveness on atl world markets and to maintain
activity within the Community based on <c¢reativity and
“short~circuiting". These strategies are made more
difficult by the conditions and restrictions which are often
imposed on Community investors In many non-Community

countries and by cumbersome admlinistratlive procedures which
can prevent the expansion of contract processing.

The Commission must continue with |[ts attempts to find
pragmatic solutions to these problems, particutltarly in the
negotiations on Trade Related [nvestment Measures (TRIMS) in
the Uruguay Round.

The Commission has Insisted repeatedly that Member States
harmonize their application of outward processing rules and
is prepared to discuss any useful ways of Iimproving
administrative procedures.

Developing policies for cooperation with the countries of
EFTA and Eastern Europe would also provide the Community
Industry with a more favourable framework for developing
these international strategies than In the past.

1.4 Measures agalnst dumping _and_subslidies

As markets become more open and as partners become more
competitive, the practices of dumping and granting subsidies

tend to become increasingly harmful. The textile and
clothing industry is even more vuinerable in that its
procedures are generally lIlt-suited to the specific needs of

a sector consisting of targe numbers of often very small
flrms, while the volatile nature of the textlile market
requires in particular procedures which can be impiemented
very rapidly.

in the Uruguay Round negotiations the Commission requested a
number of amendements to GATT rufes ,to meet the specific
needs of the textlile and clothingt industry, like the
possible use of sampling. The effectlveness of measures
against dumplng and subslidies also depends on the quallty of
the complaints which the Industry makes to the Commission
and the speed with which the whole procedure can be
implemented. It is important therefore that the professional
organizations help undertaklings, particularly small flirms,
to carry out the procedures required.

The Commission also expects the Council to give active
support Iin terms of the resources allocated to anti-dumping
departments and in terms of the changes to be made to the
regulations in the context of the Uruguay Round.



1.5 Cooperation between customs authorities, particularly
ln_order to_ combat fraudulent declaratlions qof origin
and_product descriptions

Although It seems |{nevitable that trade In textiles will
ultimately Dbe included in GATT, Y Ils essential that
national and Community authorities apply existing
commitments.

With a policy which has to make a distinctlion between
non-member countries in terms of thelr abillty to produce
and export very cheaply, it is essential that ruies
concerning the origin of products are complied with.

The volume of Imports covered by falsified certiflcates of
orlgin ls tending to increase despite attempts at
prevention.

The Commission therefore proposes to Intens!ify cooperation
between the Community’'s custom authorities In an attempt to
put a stop to fraudulent practices concerning the origin or
textiles. Following the US example, [t will be necessary to
carry out more frequent and more searching lnvestigations In
the non-Community countrles concerned.

In this connectlion, the support given by the European
Parfiitament for the Textile Anti-Fraud Initiative (TAFIi) has
provided the resources to step up actlion against fraud in
the textiie industry.

1.6 Protectlon of deslgns_and _models

One of the principal ways In which Europe’s textliie and
clothing industry can stand up to competition from {ow-wage
countries Is to keep coming up with new desligns and models,
and new labelis. This can be very expensive, whereas
technical progress means that designs can be <c¢odpied very
easlly and quickly.

Because there is currently no effective legal protection in
some countriles agalinst plrating, colliections, the
profltabliity of European firms is sufferlng more and more.

For this reason, in the framework of the Uruguay Round TRIPS
negotl/ations, the Community is pushing for better legal
protectfon of [labels, designs and models, noct oniy by
tightenling up the rules but also by Iimproving their
implementation In ali countries.



At Community level, the Commission has started a legal
process which should Improve the current sltuation by
publishing a Green Paper on the legal protection of
industrlal deslgns4 which Member States have been asked to
comment on as soon as possible.

1.7 Management of commercial nollcy (effective_ appllcation
of the measures avallable)

Under the MFA and the bilateral agreements signed with
supplier countries, 1t is permissible to Introduce
commerclal policy measures, particularly further
restrictions, when Justified by the market situation.

In recent years, when difflcult management problems arlse,
llke applilcatlion of the safeguard clause, the Member States
have always tended to divide Into two opposing biocs, which
means that there can be no qualifled majority. This has made
It difficult to maintain a coherent commercilial policy for
the textiile industry.

In future, the Commission would ask the Member States to
demonstrate more Community solidarity [In applying safeguard
measures In the framework of commercial polifcy In the
textite sector in order to help meet the specific needs of
certain areas where the new structural changes are more
critically Important.

2. SUPPORT FOR STRUCTURAL CHANGE

2.1 Productive _investment: __transparency _and coherence of

aild _measures

Public support for productive investment by flrms I's
sometimes seen by national authorities as a necessary
contribution to their structural change. Nevertheless, it
is important to ensure that public expenditure does not have

the effect of restricting competition, which will make
structural change more difficult rather than actually help
to improve the competitiveness of the regions (cf.

communication on industrial policy).
t

The relatively integrated structure of the industry
(particular In those sectors towards the beginning of the
production chain) and the targe volume of trade within the
Community (more than ECU 40 00O miltion) nevertheless
require that particular care should be taken In respect of
state ald policy, particularly with regard to the effects
this may have on competition within the Community.

4 111/F/5131/91 of June 1991.



Such aid is wusually granted in accordance with authorized
systems which meet the specifications approved by the
Commission. Thus the textile industry benefits from schemes
designed to promote R&D, innovation, SMEs, etc. In
addition, in areas which are eligible for national regional

aid, where the industry is largely concentrated, textile
companies are eligible for a wide range of aids including
aid for investment. However , in some cases, aid for

productive investment may affect trade between Member States
to an extent which is not compatible with the proper

functioning of the common market.

2.2 Creating a more favourable environment for structural
modernization and staff training

2.2.1 Prerequisites: vertical integration, specialization
and networks.

These three concepts are models of industrial relations
which the European textile and clothing industry has adopted
to different degrees ‘to improve its competitiveness in terms
of price, quality and performance.

In particular, the "network" concept (which is the key to
the success of a targe number of production centres) is both
an avant-garde industrial solution and a reference for the
less developed textile areas because it allows an excellent
combination of flexibility and swift response to market
conditions and heilps to make know-how more widely available.

Apart from production centres which are highly concentrated
geographically, another important concept is shifting
production to other areas.

This applies, first and foremost, to subcontracting. Some
less developed areas of the Community often. carry out
subcontracting work for parent companies which are several
hundred kilometres away.

Improving quality and adjusting production facilities are
the main challenges facing small subcyntracting firms in the
medium term. N

As structures change, It s necessary o encourage closer
relatlions between firms (by improving communications) and to
develop teqhno/égles better sulted to enhanced flexibllity
in production processes. This has to be supported by
progress towards harmonizing specifications and quality
standards of Intermediate products.

To this end, it is essential to provide the best possible
environment for widespread industrial reorganization. This
can be helped in many cases by public support measures
(particularly relating to business services and small
firms), provided that these measures are properly targeted
and tailored to the real needs of the firms concerned.



Public instruments are now availabie at Community and

national level to provide the framework required to improve
business competitiveness. The experience gained following
reform of the Structural Funds has enabled the local and
national authorities and the Commission gradually to refine
their approach in order better to target the objectives to

be achieved in the future.

In addition to these measures, and {n order to take better

account of the specific needs of the textile and clothing
Industry and the regions heavily dependent on the {ndustry,
the Commission intends to give special priority to measures
which It proposes to carry out 'in specific areas, as
described I(n the followling paragraphs.

2.2.2 Better information

If measures to improve the business environment are to be
effective in meeting needs and providing real help for the
sectors targeted, it is essential to provide as much
information as possible and to improve communications
between economic operators throughout the industry (i.e. all
those invoilved in the economic and social decision-making
processes, thus including both sides of industry). This
information will be both economic and social (analysis of
“employment trends and structure).

This Is why the Commission has provided help with the
launching and operation of the European Textile and Clothing
Observatory set up by iIndustry and commerce representatives.

This project is based on what is already being done at
national and Community level on exchange of and access to
information, the pooling of experience and cooperation in
compiling and analysing information. '

At the same time, it is Jjust as important for public
authorities to improve official statistics on the textile
and clothing industry.

The Commission therefore expects the Council to support the
proposals made by Eurostat to speed ép the rate of progress
In compiiing Industrial and commercial statistics.

2.2.3 Better training for workers

The competitiveness and development of any industry depends
principally on the competence of its staff. Nowadays, the
textile and ctlothing industry includes a wide variety of
skilled Jjobs (ranging from designers to computerized
production specialists) but has great difficulty in
recruiting skilled personnel, principally because of its
poor image.



In some areas too, the current level of vocational training
in the industry is still inadequate, and large numbers of
staff have never received any proper training.

There is an urgent need therefore for a vigorous training
campaign in the textile industry in order to keep abreast of
and even to move ahead of technological progress.

Measures are particularly required in the following areas:

(i) advertising and public awareness campaigns to make .
"the industry more attractive;
(hi) publishing the results of reference pilot schemes
across national borders;
(iii) encouraging mobility between Member States (e.g. of
commercial executives);
(iv) intensive and more effective efforts to promote

continuing vocational training.

If these measures are to be properiy targeted, it is
important to obtain a clear picture of the industry’s needs,
particularly by means of better dialogue between the various
parties concerned (public authorities, workforce and
management). There are to be meetings between these various
parties in order to obtain a clearer idea of the industry’'s
needs (taking into account the specific needs of regions and
sub-sectors).

The setting up of two new Community programmes, FORCES and
EUROFORM® could now provide new opportunities in this area.
The Commlssion proposes to use these programmes to encourage
the development of transnational measures and to glve a
Community dimension to measures under the Scocial Fund.

2.2.4 - Intensification and better targeting of research
As links between firms multiply and become more complex

there is an increasing need for extensive technological
support in order in particular:

5 FORCE : Community action programme designed to improve
the quality and availablility of continuous vocational
training in the Community and, in particular, to

improve the competitiveness of firms by improving the
skills of their employees. Council Decision 90/267/EEC
- 0J L 156 of 21 June 1990.

6 EUROFORM: Community initiative concerning new
qualifications, new skills and new employment
opportunities induced by the completion of the internal
market and technological change through the Structural
Funds. Commission Decision — 0J C 327 of 29 December
1990.



i) to automate and use robots for certain Hhighly
labour~intensive tasks; _ )
Cii) to make industrial processes more fleflbie; it
(iit) to make full use of technoiogy to improve quality
(e.g. automatic fault detection); . ) _ .
(iv) to deveiop basic methods of improving logistics;
(v) to protect the environment.

In many cases it is a question of .developing technologais
which could be applied by a wide range of users. ltn
addition, therefore, it is essential to enhsure that resultls
of research and know-how are disseminated and that staff are

trained in the new technigues. The Commission shoulid
consider measures to take full advantgge of ,resear??
designed to achieve these aims. This. will require ;u.

cooperation between the different links in the product chain

and suppliers of equipment and technoiogy.

Thigsbcooperation could l‘tead to a common definition of
interest.and sirategy in terms of demand for. technoiogy gnd
operatioﬁil aspects. The success of this common effort will
depénd- to- a. large extert on the gradual concentration and
intensification of R&D on a .dimited number of projects
selected by users-  industrialists and suppliers.

Recent implementation of the third framework research and

“'development programme provides a more up-to~date basis In
terms of research topics and methods of participation (e.g.
multisectoral consortia in the form of EEiGs). One of the
“targeted projects” which could receive Community support I[s
a project on textites/clothing/distribution.

The Commission afso fntends to pursue its efforts to use
speclfic measures to increase:

(/) the leve/ of participation of small Ffilrms in
research programmes:

(i) interaction between the various groups involved,
particularily users, producers and research
Institutes:

(til) cooperation between research institutes working in

the texti/e and clothing industry.

Priority topics and research objectives witl be identified
by a continuous process of exchange of information and
results between industry and research centres (including
universities) and through cooperation between national and

Community R&D programmes (Brite/Euranm, ESPRIT, SPRINT,
EUREKA, etc.).



2.2.56 A basic requirement: to encourage and improve
communication

For optimum organization of transfers of materials between
the different 1links 1in ‘the production chain, logistical
systems have to be tailored to ensure prompt deiivery, and
to cope with frequent changes  and short deadlines. This

means that communication will be increasingly important.
tmproving communications is not a matter solely of
developing physical networks but also of developing a

language for data exchange. and of standardizing this
language.

in its efforts to promote an effective business services
policy, the Commission has in the past used the Structural
Funds, particularly for the STAR and TELEMATIQUE programmes,
and other specific programmes to support projects in this
area and will be providing even more support in the future.

A good way of making subcontracting more efficient would be
to have an integrated communication system between
principals and processing firms designed to break down
barriers between Member States and to encourage more
contact.

The Commission will continue with its preparatory work to
consider the potential for such schemes.

2.3 Using diversification to help with reconversion

2.3.1 Creating new opportunities

The industry’'s efforts to adjust tce the new commercial and
structurat conditions are bound to have major social
repercussions, particulariy in those areas which are most
heavily dependent on the industry and most exposed to

international competition. The textile and cliothing
industry currently employs some 3 million workers, since
losing 40% of its workforce over the last 15 years
(particularly in Northern Europe). The impact on empioyment
of measures to revive the industry will be even greater

where the industry is concentrated in specific regions of
the Community which tend to be dominated by a singie
industry. A high proportion of 1the industry’'s workforce

consists of women, who will be disadvantaged by the
emplioyment opportunities mentioned above. They are also
unlikely to benefit from retraining measures aimed
principally at the skilled labour force.

Modernizing undertakings Is the first step in meeting these
challenges, but It wi{ll also be necessary to dfversify to
provide jfob opportunities for surplus manpower.



Because of the special nature of the labour force and the

specific categories (women and old people) which will be
affected by the changes, there wili have to be more
extensive social diatltogue to come up with the most
acceptable solutions and those best suited to local
circumstances, and to encourage forms of investment which
take the best possible account of the special skills of the
labour force and local training facilities.

These concerns should not however t{ead to the Ifong-term
support of non-profitable wundertakings. Various examples
have shown that this can only cause very serious disruption

at local level between supply and demand. On the other
hand, encouraging these undertakings to I|eave the market
will provide better commercial opportunities for healthy

firms and encourage them to make the necessary investment.
2.3.2 A new Community initiative for textile areas

As a first sign of its commitment of 30 September (see
introduction), the Commission is proposing at the same time

to submit a number of practical measures. In fact, because
the problems of sectoral adjustment and their regional
implications are so considerabtle, the commission is

proposing to reinforce Structural Fund measures to help with
the adjustment of industrial structures in those regions
which are heavily dependent on the textile and clothing
industry. Studies still in progress indicate that this
could be done in three ways: '

(a) for those Member States who so wish, by adjusting their
Community support frameworks (CSFs) in accordance with
the current rules on flexibility, by increasing
financial resources for diversification of activities
in the region and by restructuring their textile and
clothing industry;

(b) by funding pilot schemes in preparation for a Community
initiative;

(¢c) by taunching, as soon as %ossible. a Community
initiative to help regions heavily dependent on the
textile and clothing industry which will aliow the

financing of operational programmes in 1993.
The specific aims of this initiative will be:

(i) to encourage rapid diversification of economic
activities to make them less dependent on the textile
and clothing industry;

(ii) to help with the adjustment of profitable firms in the
industry by adopting across-the-board measures aimed at
SMEs.



It is the Commission‘s intention that in 1993 the RETEX
programme resources in the existing overall budgets shouid
be added to the amounts at present available under the CSFs.

These financial measures should make small firms in regions
heavily dependent on the textiie and clothing industry more
dynamic, principaliy as a result of measures to improve the
industrial environment in which they operate. Measures
might include, for exampie, improving design skills;
pursuing a policy of quatlity; computer-aided production,
marketing and internal company organization; help with the
setting up of local business groupings and cooperation
schemes; vocational training programmes; and aid to improve
the physical environment of firms.



CONCLUS1ONS

The textile and clothing industry plays an essential role in
the Community‘'s industrial structure in terms of market
potential, production and employment, and also in terms of
experience and creativity. -

The industry is now facing challenges which will force it to
make changes that are likely to be considerable and will
require real solidarity within the Community.

This solidarity will be evident in gradual planned changes
to commercial policy which will aliow the Community industry

to make the most of its strong points.

Systematic and complementary efforts by nationa! and
Community public authorities will be required to establish
and reinforce a business climate which will facilitate

structural c¢hanges and provide reassurance for companies
undergoing these changes.

The Commission intends to coordinate its various instruments
and policies to provide support for industrial development
and structural change in the Community textile and clothing
industry and to speed up the economic diversification of
those regions which are heavily dependent on the textile and

clothing industry.



ANNEXE

First assessment of the effects on the Portuguese textile
industry of the progressive opening of the Community market
to certain textile products from Hungary, Pofand and
Czechosliovakia

The Community’s new policies with regard to Central European
countries will lead to European agreements. In this context
specific arrangements are being negotiated for textile
products from Hungary, Poland and Czechoslovakia.

The negotiating mandate approved by the General Affairs
Council on 30 September foresees particular arrangements

for:

- a progressive elimination, in 6 years starting from 1
January 1992, of customs duties appltied by the EC;

- an elimination of non-tariff measures within a time-
frame which would be ha!f of the schedule to be agreed
in the Uruguay Round negotiations. Nevertheless, this
time~-frame will not be less than a period of 5 vyears
starting from 1 January 1993.

Following the decision of the General Affairs Council on 30
September 1991, the Commission now presents a first
appreciation of the consequences for the Portuguese industry
of this increased access.

First Assessment

1. The negotiating mandate recently adopted by the Council
will guarantee increasingly progressive access to the
Community market. So far, independently of the results
of future negotiations, the opening of the Community
market vis-&-vis Hungary, Potand and <C(Czechoslovakia
consists:

- for 1890/1991 of quota increases without

modifications of customs dutipks in the frame of the
PHARE exercise

- for 1992 of further quota increases and
liberalisation of restrictions in the frame of
renegotiated bilateral textile agreements.



Regulation as from 1993 will very much depend on the
results of the textile negotiations in the Uruguay
Round. In this context not only the time frame (that
will in fact be more favorable for the above-mentioned

three countries) but also the economic content of the
stages have yet to be formulated for the phasing-out of

trade restrictions. The progressive integration of
textile products into the GATT and the increase of
export possibilities to the EC market for the three
Eastern European countries in qguestion will be linked

to the degree of market access also provided for
textile exporting developing countries according to
their various stages of development.

By now any effects of higher export possibilities for
the three countries could only be broadly identified in
a quantitative way for 1990 and the first 6 months
1991, for which certain statistical data are already
availabtle. Any further effects could only be analysed
later, taking into account:

- the evolution of the competitiveness of the textile
industry;

- the development of Outward Processing Traffic (OPT)
and the greater facilities given in the frame of the
agreements negotiated with those 3 countries;

- the progressive speeding-up of the elimination of
quantitative limits which could result from the
Uruguay Round.

As a matter of fact, imports into the EC of textiles
and clothing originating in Poland, Hungary and
Czechoslovakia in 1990 and in the first 6 months 1991
increased much meore than comparable imports from all

third countries taken together. However, most of the
three countries’ quotas 1990 were not wutilised more
than 60-70% and the quota utilisation in the first half

of 1991 for most products has been much less than 50%.
This clearly indicates that these countries were not

yet in a position fully to yutilise their export
possibilities into the EC. Very much will depend on
the capability of these countries to reorganise and
modernise their economies to fulfit OPT operations to

improve their competitiveness on the European market
and to find markets for their products before it can
definitely be assessed to what extent the additional
market access will result in a measurable effect on
the European industry as a whole.



Regarding any particular effects of increased imports
from those three countries on Portugal, the following
aspects have toc be considered:

- The share of the three countries in total EC imports
of textiles and clothing 1is only 4,6% and in
Portugal's total imports even marginal (0,5%).

- It is therefore likely that future development will

not take effect through direct exports to Portugal,
but rather will have an indirect effect through

increased exports to the other Member States therseby
creating a potential for increased compsetition for
Portuguese exports.

3

- As all this would mainiy happen after the
implementation of the Internal Market in 1982, it
may be rather difficult to trace and quantify the
particular impact of textile products from among the
three countries separately from textile products
originating atl over the world and being traded in
free circufation.

- Moreover, it will be necessary to analyse in more
detail to what extent imported textile products are
in direct compstition with those products being
exported from Portugal to other Member States. 1t

appears in fact that these countries would have to
develop similar means of production to the
Por tuguese production base (above all for the middie
and lower ranges of products).

However, all this does not exclude possible measurable
effects on certain products or regional markets within
the Community. The Commission will carefully observe
future developments and accomplish its findings. Oniy
later can a more pertinent and compliete appreciation bs
given in the tight of the Portuguese pian.
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